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REAL ESTATE IN 1950 


NATOLE FRANCE once wrote, “That man is prudent who neither hopes nor 
A fears anything from the uncertain events of the future.” If judged by that 

standard there are probably very few prudent men in the United States today. 
There are, however, many of us who will disagree with this definition. I think that 
virtually the entire business population of the country looks toward the future with — 
both hope and fear, and I believe that a blend of these two philosophies is necessary ~ 
to the stability of business as well as to our peace of mind, To me, a prudent man 


is one who neither hopes _too much nor fears too much, but both factors should be 
present to some degree in all of us. 


The year 1950, like most of those past, will bring us many hopes and many fears. 
And like those years in the past, most of the hopes will be unrealized and most of © 
the fears will prove groundless, For example, Mr, Truman’s speech on the state of 
the Union probably caused considerable hope to some listeners and fear to others. © 
On the whole, it was a hopeful speech and in all probability more people were in- 
spired than were frightened, In my opinion, the President has hoped for too much, 
and those of us who pay too much attention to him are apt to be disappointed, On 
the other hand, a large segment of Congress faces reelection this year, even though 
Mr. Truman does not, and I expect that most of his fearful recommendations will be 
shunted to one side, 


To me, the most significant factor regarding the President’s message and Mr. 
Keyserling’s economic report to him was their general tone of conciliation toward 
business. There was actually nothing new in either the Economic Committee Re- 
port or the President’s message except a more cordial reference to business and 
the part it plays in the nation’s prosperity. This is good. It is something to be 
thankful for. But it is too tenuous a thread to support the hope that it represents a 
permanent change in policy rather than a political gesture, 


It seems to me that 1950 will be a good year in most lines, and that the first 
half will be better than the second, with somewhat of a decline coming in the third 
or fourth quarter. The first six months of 1950 will quite possibly be as good as 
the yearly average of 1949, though certainly at not so high a level as 1948, 


Among the major factors affecting our economy, I expect profits to be lower in 
1950 by perhaps as much as 10%. This will be the natural result of a continued 
slow rise in wages and a slow decline in retail sales and retail prices, This same 
nutcracker will operate with even more telling effect on weaker concerns, and I be- 
lieve the number of business failures will continue to rise. These failures will be 
more prevalent among retail outlets. I will not be at all surprised to see total 
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savings increase slightly during the first part of the year as a result of continued 
high incomes and some slackening in consumer purchasing. 


Insofar as labor is concerned, Iam certain that the trade unions will seek to 
extend their recent pension gains to other industries and to increase their demands 
in the direction of shorter hours, longer paid vacations and a guaranteed work 
week. Some labor unrest is certain to result. How serious it will become depends 
largely on the vigor with which these demands are resisted by industry, but I am 
inclined to believe that most of them will be strenuously opposed. 


The over-all picture for 1950 is, therefore, quite bright. While I expect a mild 
decline in most of the factors supporting our prosperity, I think that the changes 
will be small and that they will take place rather slowly. Following this very gen- 
eral summing up, let us proceed to a more detailed appraisal of some of the major 
sections of our economy, 


REAL ESTATE ACTIVITY 


On pages 8 and 9 are shown a series of charts that appeared in the 1948 Fore- 
cast Issue of the Real Estate Analyst. This series of charts showing the duration 
of all of the preceding real estate booms and depressions indicated that if the pres- 
ent boom was the exact average of the past it would cross the normal line some 
time during the latter part of 1950. It now looks as if real estate activity wili re- 
main above normal at least during 1950. 


Real estate activity should remain fairly strong during the early part of 1950, 
and will perhaps continue its recovery which began last June, Some time during 
the closing months of 1950 it may resume the downward movement interrupted 
about six months ago. 


Most of us, I feel sure, realize that the swings of the real estate cycle do not 
occur automatically. They are the results of other factors, some of which also 
move in cycles and which are in a constant state of change. I suppose that the chief 
force behind an upswing in the real estate cycle is an increase in the rate of family 
formation. New families are formed not only by marriage, but in a paradoxical 
sense by divorce, because divorced couples usually occupy separate living quar- 
ters. Conversely, a downswing in the real estate cycle is usually accompanied 
by a continued decrease in the rate of new family formation, The peak of real es- 
tate activity in the present boom was reached in May 1946, In this same year the 
marriage rate and the divorce rate also reached their peaks, Since then all three 
have dropped rapidly. Real estate activity is around 31% below its 1946 peak, 
while the marriage rate is 31% below its peak and divorces are off about 35%. 





Another factor that is immensely important in actuating the real estate cycle 
is the supply of money and credit. If this remark needs any illustration it can be 
found in the behavior of the cycle during its downswing which began in the last half of 
1946. The cycle has experienced three periods of recovery on its way down, The 
chart on page 2 shows that these recovery periods occurred in late 1947, again 
toward the middle of 1948, and again in the last half of 1949. It will be remembered 
that these three recovery periods followed close on the heels of additional exten- 
sions of government aids or guarantees through the FHA, VA or FNMA. Naturally, 
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the supply of housing also has a profound effect on real estate activity. During the | 
late 1930's and the early 1940’s a housing shortage slowly began to develop and real | 
estate activity reacted accordingly. Following our entry into the war, there was a 
sizable decline in real estate activity until early 1943, when the index reversed | 
its course and began a very steep rise, This rise was accentuated by the acute | 
housing shortage engendered by rent controls that were imposed in mid-1942, Im- 
mediately following the end of the war the activity index began a much steeper | 
e as millions of service men returned to civilian life and entered the housing | 
rket, I think that it is interesting to observe that this phase of the boom, by far | 

st expansive, was reached with very little new construction. This is con- 
trasted with our present recovery boomlet, which I believe derives much of its | 
impetus from the strong resurgence of residential construction which began six | 


; 


or seven months ago and which has carried the construction industry to a record- | 
Smashing year. 
i 
This review of the Boom of the Forties emphasizes the chief forces behind | 
this boom: 1. a housing shortage that moved rapidly into the acute stage and then 
into the critical stage; 2. a large and swift increase in the rate of new family forma- 
tion (and I might add * undoubling” of doubled-up households and increased migra- 
tion from rural areas to urban areas); and 3. an unprecedented supply of money 
and credit with which to finance the purchase of homes. I believe also that no one 
will claim that these forces are so potent as they were three years ago. While 
there is still an abundance of easy credit, uninsured loans are a good deal more 
conservative than during the boom’s feverish pitch, It has already been pointed 





out that new family formation has been dropping steadily for nearly four years 


and is now more than 30% below its peak. And the housing shortage, while still | 


apparent in many areas, has receded considerably and grows less stringent with 


each passing month, I will concede that government action to further ease credit | 


either through relaxation of VA and FHA requirements or through direct govern- 
ment loans to purchasers will further delay the decline of the boom. However, I 
still think that, while 1950 will be a good year for real estate brokerage, it will not 
be an easy one, Sales will be harder to make and will require more intelligent and 
persistent salesmanship, 


Generally speaking, my ideas on owning real estate are about the same this 
year as they have been during the past three, If I were interested primarily in the 


largest capital gain, I would sell almost any type of real estate, On the other hand, | 


if I were interested primarily in income and if my property were owned either 
free and clear or else with a very small mortgage, I might continue to hold, real- 
izing that over a period of years the capital value might decline, I still am more 
optimistic about office buildings, particularly modern ones, provided there is no 
overbuilding of office space in the particular city, and there are very few cities 
where office space exists at the present time in sufficient quantity, The same 
would be true of well-located large apartment properties built before the war, con- 
sisting primarily of smaller units; but on smaller residential property not used as 
a home but held as an investment, and on out-of-date or marginal commercial build- 
ings, my advice would be to sell, I do not mean that I would sell my own home, nor 
do I mean that a person should necessarily postpone buying a home of his own now. 
This subject will be taken up later on in this bulletin. 


Real estate brokers should continue to try to bring down their overhead costs 
ind to be very wary about accepting over-priced listings. They should realize that 
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1950 can be made a good year but consistent, intelligent selling and smart, hard 
work will be necessary. 


if I were in the property management business I would go very slow on renewing 
percentage leases on the assumption that high volume would bring high rents. I 
think the time will soon arrive when dollar retail sales will shrink by a large enough 
amount to make many percentage leases less advantageous than a high rate fixed 
amount lease. Of course, it might be argued that a high fixed rental in a period in 
the future when sales volume may have declined would force a tenant out of busi- 
ness, Where this condition threatens it is always very easy to renegotiate a lease, 
and it may be that in the renegotiation certain conditions can be set up which will be 
favorable to the landlord and still fair to the tenant. I would also brush up my 
tenant relations and begin fixing up my buildings. If I managed older apartment 
properties I would look into the possibility of remodeling them for an increased 
rent. In my search for new business I would contact new owners of property. A 
great many people with no previous real estate experience have entered the real 
estate market in the last several years. They have been operating the buildings 
themselves and during the housing shortage their buildings have prospered. As va- 
cancies begin to develop and other difficulties settle around the premises, the prop- 
erty can be benefited greatly by the experienced hand of the professional manager. 
Property management will, however, have to be sold to this group and it will have to 
be done with deftness and tact, 


FARMS 


Although farm income has slipped about 10% from its 1948 level and will prob- 

ably slip again during 1950, the financial position of most farmers is strong. They 
still have large amounts of liquid assets and the debt-value ratio on their property 
is ata near-record low, I believe that well-chosen, well-operated farms will con- 
tinue to be good investments for at least the next several years. Even though farm 
land values have started down, I would continue to hold any well-chosen farm land I 
owned clear or with a thick 
equity providing competent ror 
management were available. 
On the other hand, if I owned 
a marginal farm or one that 
was poorly managed, or if my 
equity was thin, I would sell. 
This is substantially the same 
position I took last year, except 
now I’m even more firmly con- 
vinced that the slow downward 
trend will continue, 


REAL ESTATE 
MORTGAGE ACTIVITY 















































After dropping steadily for 
the first half of 1949, mortgage 
activity was boosted smartly up- 
ward by increased residential 
c onstruction and real estate 
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DISPOSABLE INCOME COMPARED WITH 
IONAL DEPARTMENT STORE SALES 


- - a) 


ntinues high at the present time. It should remain at a satisfactory 
t during the first half of 1950. 


will also probably be characterized by increased competition for 
ans, and the pressure of an increasing supply of lendable funds may 
inject element of recklessness into the thinking of some lenders, These fac- 
tors, coupled with the government’s threats of direct loans, place the mortgage 
industry in an unenviable position and call for increased coolness, wisdom and 
udgm< n the part of individual lenders, Consequently, if I were a mortgage 
lender | would try not to be misled into over-optimism by current temporary trends. 
Neither would I recede into the shell of ultraconservatism. I would continue to go 
rather heavily on insured loans but would try not to lean too much on Fanny May. 
Since a ind appraisal is the bedrock of a sound loan, I would watch them even 
more carefully, and would continue to scrutinize closely the background and pros- 
pects of applicants for loans, 


FORECLOSURES 


In the closing months of 1943 the foreclosure index moved to a lower level than 
it had ever occupied before, and during the next three years sank even farther. 
However, in late 1948 this index began an extremely slow rise. Its latest reading 
(September 1949) stands at 5.5 foreclosures per 100,000 nonfarm families. Although 
this index has been rising for more than a year it is still lower than at any time 
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during the prewar period, I believe that this slow increase will continue during 
1950. I think that construction costs will not drop sufficiently, nor unemployment 
rise sufficiently, to cause any appreciable change in this index. By the end of 1950 
the foreclosure rate will still be at a near-record low. 


MORTGAGE INTEREST RATES 


For the past several years the pressure of government policy and the large 
supplies of mortgage money have combined to keep interest rates unnaturally low. 
During 1949 they sank still lower and I think that 1950 will see them change little, if 
at all. Although the increasing risk on mortgage loans should exert an upward pres- 
sure, | expect that even more liberal government guarantees and more intense 
competition for loans will prevent any noticeable rise in mortgage interest rates. 


REAL ESTATE TAXES 


I believe that the tax burden imposed by most local governments will continue 
to rise during 1950. The local tax load falls heaviest on real estate and has been 
rising steadily since 1945. Since that time the average real estate tax per family 
has increased more than 45% and is now at its highest point in the history of the 
country. Most local governments are going ahead with plans for increased public 
works and civic improvements which seem certain to place a still greater strain on 
city finances, 


Perhaps to a greater extent the same is true of farm real estate taxes. From 
their recent low of 35¢ per acre (national average) in 1944, farm taxes rose nearly 
63% by the end of 1948, The final figure for 1949 is not yet available but it is ex- 
pected to be very close to 60¢ per acre, while the tax in 1950 will probably be in the 
neighborhood of 64¢. If it is, it will mark a rise of 83% in the average tax per acre 
in the short space of six years. 


CONSTRUCTION COSTS 


All available information points to the fact that during 1949 residential construc- 
tion costs dropped between 2 and 10%, I think, however, that the trend of construc- 
tion costs during the past year could more accurately be described as leveling off. 
During the last quarter of 1949 construction costs in St. Louis and in many other 
sections of the country began to drift upward slowly, but the chances are that this up- 
ward drift will soon be reversed, The early part of 1950 will most probably be char- 
acterized by fairly stable costs, bobbing up a bit one month and down a bit the next. 
Later in the year they will probably resume their slow decline, but I will be much 
surprised if the drop is more than 10%, and a 5% decline would seem more likely. 


This decline will be caused by a combination of factors. The supply of building 
materials is excellent and will no doubt be sufficient to meet the demands of 1950, 
Even though 1949 was a record-breaking construction year, the stocks of most major 
building materials are higher than a year ago and their prices are down roughly 5%. 


The labor supply also seems adequate to meet the 1950 demands, and although 
wage rates will continue to inch upward, I expect increased output per man hour to 
largely offset wage rises. Also, I think that competition will take a firmer grip on 
building contractors and that we may expect profit margins to be shaved, and con- 
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sequently the selling prices of new homes will be somewhat lower. 


As pointed out before, I expect no appreciable declines in construction costs 
during 1950. Therefore, if I intended to build or buy a home I would do so, It is 
probable that by delaying the purchase of a home for three to five years a family 
will realize a substantial saving. On the other hand, a home is not a true financial 
investment and its value should not be measured in dollars alone. Generally speak- 
ing, I believe that any family that wants a home and has the ability to pay for it 
should go ahead and buy it, 


There is one very significant imponderable that could cause construction costs 
to increase - and increase sharply in certain areas, That is the government’s pub- 
lic housing program. No one knows just how fast these units are to be pushed in 
their individual areas, but it will probably depend upon the energy of the various 
housing authorities and the other local sponsors of the program. On pages 12 and 
13 appear a table and a map showing the location and the number of public housing 
units programmed through November 1949 for construction in 1950 and 1951. This 
total of roughly 244,000 units for the two-year period will undoubtedly be added to, 
but so far only about two-thirds of this amount are scheduled for 1950, It is easy 
to imagine the effect that a vigorously prosecuted local public housing program 
would have on an area where building labor was fully employed, Naturally, wages of 
construction workers would rise - and soon the good news would spread to surround- 
ing communities. Workers in these communities would be drawn by higher wages 
and quite possibly a labor shortage would be caused by their departure. Slowly but 
surely this shifting of workers and spot labor shortages could blanket the entire 
country. I believe that nothing so drastic or far-reaching will develop, however, It 


is probable that the public housing program will pick up the slack that is expected 
in private residential building, and not much more, If this is what happens, the 
public housing program ’s effect on construction costs will not be to raise them, 
but will be to keep them from falling as far as they would without it. 


According to the Bureau of Labor Statistics, nonfarm residential units started 
during the first eleven months of 1949 exceeded 937,000. This amount is sufficient 
to equal the number started in all of 1925, our biggest previous year. The weather 
in December was less severe than usual in many parts of the country, and it seems 
certain that enough housing units were started during that month to bring the year’s 
total very near (one way or another) to the 1,000,000 mark. If this total is achieved, 
it will leave my guess of 850,000 about 15% short of the mark, This is not good 
guessing, and my only consolation lies in the fact that right after it was made all of 
our critics took issue withthis guess (of 850,000) as being about 100,000 TOO HIGH. 


This year will probably be another fine year for construction, and I think that 
somewhere between 900,000 and 950,000 nonfarm residential units will be started, 
If there are, it will mark the third consecutive year that construction volume has 
approached 1,000,000 units. 


I believe there is still some chance that the BLS estimate of construction vol- 
ume will be revised downward, All of us know that lumber is a major building 
material, yet the Department of Commerce estimates that in 1949 the consumption 
of framing lumber for new nonfarm dwelling units declined 4-1/2% below the 1948 
amount; the consumption of lumber used in 1949 for millwork in new nonfarm dwelling 
units declined 22% below the 1948 amount and consumption of lumber for hardwood 
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flooring for new nonfarm dwelling units in 1949 declined 8-1 /2% below the 1948 a- 
mount, On the other hand, BLS estimates a 7-1/2% increase in the number of 
nonfarm dwelling units started in 1949 over 1948. In addition to this, lumber produc- 
tion in 1949 was well below the 1948 level, but gross lumber stocks were 19% higher 
in October 1949 than they were in October 1948. The figures on building brick tell a 
‘imilar story. During the first three quarters of 1949 shipments were 12% below 
brick shipments of the first three quarters of 1948 and inventories were estimated 
at 217 million brick in excess of the 1948 level. Cement production in the first 
nine ths of 1949 was 3%, below the first nine months of 1948, but in October 
1949 cement stocks were 53% higher than they were in October 1948, This in- 
crease in stocks is more remarkable in the face of a 10% rise in highway con- 
trust I 

The yunt of public housing that will be started this year is also subject toa 
wide variety of estimates. The Department of Commerce estimates that between 
60,000 and 80,000 units will be started in 1950, while the Public Housing Adminis- 
tration places the amount nearer the 150,000 mark. The 1949 figure was probably 
in the neighborhood of 35,000 units. 

rhe total dollar volume of new construction in 1949 was roughly $19.25 billion, 
or an increase of 2-1/2% over the 1948 total. Estimates are for the 1950 volume 
to equal that of 1949, but if it does, it will necessitate a considerable increase in 
public construction, In my opinion, large expenditures for public construction at this 
stage of the building cycle are most unwise, 


FUTURE OF REAL ESTATE VALUES 


renerally considered sound practice for mortgage lenders to take a con- 
rvative view toward the future of property values, And this policy is considered 
especially sound once values have started inching down, The chart on page 14 shows 
what has happened since 1938 to the value (or replacement cost) and market value 
(selling price) of our standard six-room frame house built on a suitable lot. Also 
shown is my estimate of the value and market value levels below whichthere is little 
possibility that values will go by the middle 1950’s. In other words, the lines running 
from the present to 1955 represent a pessimistic forecast of future real estate 
value There is considerable chance that selling prices will average higher than 
ctions on the chart, I think that the scarcity premium (blue shaded area) 

st gone, and some time during 1951 will disappear entirely. 











